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MONEY MARKET IN NOVEMBER 


Member bank reserves were subject to wide fluctuations 
during November, but the average level of free reserves in 
the four weeks ended November 24 was above 775 million 
dollars. Unusually large changes in float and in Treasury 
balances, and seasonal changes in the demand for currency, 
were the major factors affecting bank reserves. The published 
week-to-week changes (shown in Table I) did not fully re- 
flect the magnitude of the swings in these factors. Open market 
operations by the Federal Reserve System moderated, but did 
not fully offset, the effects on bank reserves. Money market 
conditions were generally easy, but the degree of ease varied 
with the fluctuations in the reserve positions of the banks, 
especially the large New York City “money market banks”. 

While Treasury bill and other short-term market rates 
tended to fluctuate inversely with the volume of bank reserves, 
the general trend of these rates during November was down- 
ward until the last few days of the month. The temporary 
decline in bank reserves at the beginning of the month caused 
the average issuing rate on the November 4 issue of Treasury 
bills to rise to 1.023 per cent from 1.007 per cent the previous 
week, but the three succeeding issues were sold at progressively 
lower rates. The average for the issue of November 26 was 
0.897 per cent, the lowest rate since early August. The average 
on the December 2 issue, however, rose again to 1.029 per cent 
as the money market tightened over the month end. Yields on 
outstanding bills and certificates also declined during the mid- 
dle of the month, and Federal funds were freely available dur- 
ing much of November at rates below 1 per cent, although 
higher rates prevailed at the beginning and end of the month. 


Developments in the intermediate and long-term sectors of 
the Government securities market during November were 
strongly influenced by the Treasury's December refunding 
program. During the early part of the month, while the 
market waited for the Treasury’s announcement of the terms 
of the refunding, Treasury bonds were quiet and prices tended 
to drift down. After the close of the market on November 18, 
the Treasury announced that holders of the 17.3 billion dollars 
of maturing or called issues would be given a choice of three 
securities—21!4 per cent, 834-year bonds maturing August 15, 
1963; 1% per cent, one-year certificates; and 14 per cent 


certificates maturing August 15, 1955, which were already out- 
standing in the amount of 3.6 billion dollars. Securities maturing 
or called for redemption on December 15 could be exchanged 
for any one or all of the three new issues. The subscription 
books were open for three days, November 22-24. The market 
received the terms of the exchange favorably. The announce- 
ment ended the uncertainty that had been a restrictive influ- 
ence in the market for some weeks. Subsequently, however, 
the bond market declined and “rights” values were marked 
down. The price reductions reflected in part a lack of buying 
interest, and also increased optimism concerning the economic 
outlook. In addition, some offerings of the longer bonds 
reached the market partly from holders of the “rights” who 
were making room in their portfolios for the new 214 per 
cent bonds of 1963. 

On November 29 the Treasury released preliminary figures 
on the results of the refunding operation. All but 300-400 
million dollars of the 17.3 billion dollars of eligible securities 
were presented for exchange, 6.7 billion for the 214 per cent 
bonds, 5.3 billion for the 11% per cent certificates, and 4.9 
billion for the 14 per cent certificates. 

The Treasury also announced in November that it was 
calling for redemption on March 15, 1955 the 2,611 million 
dollars of 27% per cent, partially tax-exempt bonds of March 
1955-60. On November 12, the Commodity Credit Corpora- 
tion (CCC) completed the sale of the 1,170 million dollars of 
certificates of interest in crop loans that it had offered to the 
banks in October. Subscriptions to this offering were heavy, 
and allotments were made on a 25 per cent basis, except that 
subscriptions up to $50,000 were allotted in full. 
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Table I 


Change tn Tending to or 
Bank Reserves, November 1954 
as allen millions of dollars; (+) denotes 
(—) decrease in Asad 
Four 
Statement weeks ended weeks 
Factor ended 
Nov. | Nov. | Nov. | Nov. Nov. 
3 10 17 24 24 
Operating 
Treasury opera’ Didshitnnsscewa 40 | +355 | —331 7 7 
Federa} Reserve float.............. +368 +238 a7 
Currency in —168 | —140 45 | —179 | —442 
Gold and foreign account.......... +18] — 57| + 18 14),-—- 7 
+ 21 +169 | —130 19 | + 79 
erry e —393 | +563 | + 66 | —508 | —272 
Direct Federal Reserve credit transactions 
Government securities: 
Direct market purchases or sales..| +264 | +100 | —117 | — 75 | +172 
Held under repurchase agreements.| + 25 | — 25 
Loans, discounts, and advances. ... . +214 | —226| + 6] +138 | +132 
+503 | —151 | —111 | + 63 | +304 
+110 | +412 | — 45 | —445/ + 32 
— 10| — 17 | —252 | — 39] —318 
eee +100 | +395 | —297 | —484 | —286 
Daily average level of member bank 
i from 170 92 87 121 118 
Excess reserves} 652 | 1,189 984 784 
Note: Because of rounding, do net to totale. 
* Includes changes in 


In the four weeks ended November 17, the weekly report- 
ing member banks increased their loans and investments by 
slightly more than a billion dollars. By far the largest part of 
this increase represents purchases of CCC certificates of inter- 
est, but there was also a moderate increase in commercial loans 
and in Government security portfolios, particularly toward the 
end of the four-week period. 


MEMBER BANK RESERVE POSITIONS 

The wide fluctuations in member bank reserves during 
November reflected substantial intramonthly changes in almost 
all the regular money market factors. Some of these fluctua- 
tions were seasonal and could be anticipated, but some of the 
more important developments were not foreseeable in magni- 
tude, so that action taken by the System to influence bank 
reserves was designed mainly to mitigate the swings in bank 
reserves. The reserve losses were particularly heavy at the 
beginning of November and in the latter part of the month, 
while the reserve gains tended to be concentrated in the second 
and third weeks of the month. As a result, free reserves on 
a daily-average basis dropped below 500 million dollars in 
the first statement week of the month, rose to nearly 1,100 
million in the second, declined moderately to 900 million in 
the third, and then fell to about 660 million in the week ended 
November 24. 

Both fluctuations in float and net Government expenditures 
and receipts caused swings of several hundrds of millions in 
member bank reserves at various times in the month, but the 
greatest sustained effects resulted from increased public de- 
mands for currency and an increase in required reserves. The 
currency outflow was heavy in every week except that ended 
November 17, when there was a minor intramonthly return 
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flow. Demands for currency normally rise rapidly in November, 
partly because there are three holidays in the month, and 
partly because of the beginning of the Christmas trade. When 
holidays fall close to a week end, as all three did in November 
this year, currency demands are extra large. Over the four 
weeks as a whole, the loss of reserves resulting from the in- 
crease in currency totaled 442 million dollars. Required re- 
serves of member banks increased by about 318 million, but 
this was almost entirely concentrated in the week ended 
November 17 in which the new CCC certificates were sold. 

The Treasury’s balances with the Reserves Banks, which 
had been above the normal level at the end of October, fell 
rapidly in the week of November 10 when defense and other 
expenditures suddenly rose. The net expenditures reduced 
the balances substantially below normal working levels, and 
made a large amount of additional funds temporarily available 
to the banks. In the following week the Treasury drew more 
funds from its Tax and Loan Accounts in the commercial 
banks than it needed to meet expenditures, in order to rebuild 
its deposits with the Reserve Banks. The net change in the 
Treasury's deposits for the four weeks, therefore, was small. 

Due at least in part to the fact that there were three full 
or partial holidays in November, the volume of float outstand- 
ing fluctuated widely within the month, although there was lit- 
tle net change in the volume outstanding over the four weeks 
ended November 24 as a whole. Float contracted by more than 
300 million dollars in both the first and last weeks of the 
month, while in the second and third weeks combined, there 
was an expansion of 701 million dollars. 

In order to counteract the normal month-end reserve losses 
and in anticipation of the rise in required reserves on Novem- 
ber 13 in connection with bank payments for their allotments 
of the CCC certificates of interest, the System Open Market 
Account purchased outright, in the week ended November 3, 
264 million dollars of Treasury bills and the Federal Reserve 
Bank of New York took a modest additional amount under 
repurchase agreements. At the beginning of the following 
week, the System Account purchased an additional 100 million 
Treasury bills. Immediately thereafter, however, a large volume 
of excess reserves began to accumulate in the market as a 
result of the decline in the Treasury's deposits at the Reserve 
Banks and a rise in float, and the System absorbed some of the 
surplus by selling 117 million dollars of short-term bills for 
which there was then a heavy demand. At the beginning of the 
final statement week of the month, the System Open Market 
Account sold an additional 75 million of short bills which con- 
tinued to be in active demand. For the four weeks as a whole, 
these transactions resulted in a net increase of 172 million in 
the System's bill portfolio. 

THE MARKET FOR GOVERNMENT SECURITIES 

Probably the most important influence in the Government 
securities market during November was the Treasury’s Decem- 
ber refunding program. In view of the size of the operation 
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and the uncertainty engendered by the many rumors that cir- 
culated in the market in advance of the announcement, both 
dealers and investors tended to limit their operations until the 
Treasury's program was announced. Trading in the “rights” 
and switching operations by some banks and other institutions 
accounted for a considerable part of the market activity up to 
the time of the announcement. In general, the market was 
quiet and prices in the intermediate and longer-term sectors 
tended to move down, although not steadily. 

The announcement of the refunding offer was well received. 
After the terms had been “digested”, however, “rights” values 
and the initial “when issued” quotations on the new bonds and 
certificates declined somewhat, but they remained at a premium 
through November 29. “Rights” closed on November 18, just 
before the refunding announcement was made, at a premium 
of 134; they were subsequently marked down to 100%». The 
initial “when issued” quotation of 100%» on the new bonds 
was reduced to 100342 by the close of business on Novem- 
ber 29. The 114 per cent certificates opened at a %» premium 
and were marked down to a %» premium by the 29th. 

The 1956-58 area of the market, which had been depressed 
by the recent Treasury cash financing of 4.2 billion dollars of 
138 per cent notes of May 1957, benefited most from the 
refunding offer. A number of banks apparently wanted securi- 
ties in this maturity range and switched out of “rights” into 
bonds or notes maturing or callable in this area. Prices of 
most of these issues, therefore, resisted the markdowns experi- 
enced by the longer issues and showed only minor net changes 
over the month as a whole. Prices of the 14 per cent notes 
of May 1957, which had dropped below par not long after 
their issuance on October 4, began to firm after the November 
announcement and subsequently advanced to a quotation of 
100%» (bid). By November 29, however, the price of these 
notes had declined to 993%». The amount of the “rights” 
sold by investors who preferred to do their own “refunding” 
into different maturities, however, was moderate. 


Interest in the longest-term sector of the market was at a 
minimum during November. Insurance companies and some 
other institutions sold small amounts of various 214 per cent 
bonds from time to time to make room in their portfolios for 
other investments, including the new 22 per cent Treasury 
bonds of 1963, but very little buying interest developed. Also, 
the sharp rise in stock prices, which reflected a growing 
optimism over the economic outlook, and the heavy advance 


calendar of new toll-road and other municipal-type borrowings . 


tended to depress bond prices. Long-term bond prices were 
down as much as % of a point through November 29. 

The bill market was strong during most of November 
despite some occasional tightening of bank reserve positions. 
Nonbank demand for short issues expanded, and the fact that 
the December refunding program will reduce the supply of 
short securities also stimulated the demand. The supply of bills 
in the market, especially those maturing before the end of the 


calendar year, was meager, however, and only a part of the 
demand could be met. Some who were unable to acquire 
specific maturities of Treasury bills or were reluctant to follow 
anticipation series, or short notes instead, and a fair volume 
of two-way trading developed in these issues. Apparently some 
banks also acquired December 15 “rights” as a money market 
instrument subject to resale when reserve positions tightened. 

The strength of the demand for short-term issues during the 
better part of the month was reflected in the trends of prices 
and yields for these securities. Short-dated bills at times traded 
below 4 of 1 per cent, although closing bid quotations on 
most days ranged from about 0.60 per cent for the shortest 
issues to about 0.90 for the longest, the lowest levels since 
midsummer. At the very end of the month, however, bill 
yields, especially on short issues, rose. Prices of certificates, 
despite some weakening at the month end, rose as much as 
%o, net, through the 29th. 


MEMBER BANK CREDIT 

Seasonal demands for credit at the weekly reporting member 
banks have been modest all fall, as the accompanying chart 
indicates, although there has been a modest upturn recently. If 
allowance is made for the sale of 360 and 450 million dollars 
of CCC certificates of interest in October and December 1953, 
respectively, and the repayment of a large block of CCC cer- 
tificates in August 1954, the net demand for accommodation at 
these banks during the period from the end of June through 
early November! was both smaller than in the comparable 
weeks of 1953 and slower in developing. 

Furthermore, as the chart also indicates, there was a sharp 
difference between the experience of the New York City banks 
and weekly reporting banks in other areas. Commercial loans of 

1 The chart shows the change in loans only through November 10; 
su t figures indicate that the increase outside New York City, 
net of CCC, has been somewhat greater than in 1953, but for all 
weekly reporting banks combined, the increase in 1954 is still well 
below that of 1953. 


CHANGES IN INDUSTRIAL, AND AGRICULTURAL LOANS 
AT LEADING CITIES 
(Comuloted weekly Irom the Wednesdey closest te June 30) — 


Other leading cities 


+ 


\ 
Other leeding cities 


‘Aug Sep Oct Now Dee 
Mote: Latest date plotted are fer Revember 10,1954. 


the City banks have shown a net decline since June even after 
an allowance is made for the August redemption of CCC cer- 
tificates. This difference has apparently been the result of 
differences in the credit demands of three industries. Out- 
side New York City, loans to food, liquor, and tobacco dealers 
by banks that report their loans by type expanded by nearly 
300 million doliars in the nineteen weeks from the end of 
June through November 10, while those by banks in the City 
showed little net change. Banks in other large cities loaned 
about 250 million dollars, net, to commodity dealers and 100 
million to miscellaneous commercial borrowers, while those in 
New York City loaned only about 150 million to commodity 
dealers and made no new advances, net, to the miscellaneous 
group. Loans to sales finance companies by New York City 
banks, however, contracted by less than 100 million, while 
those of banks in other cities were down close to 175 million. 
Table II, which shows one more week than the chart, indi- 
cates a rather sharp rise (981 million dollars) in commercial, 
industrial, and agricultural loans at the weekly reporting banks 
during the most recent four-week period for which figures are 
available. This rise reflects for the most part bank purchases 
of the CCC certificates of interest sold on November 12. The 
weekly reporting banks apparently were allotted approximately 
700 million dollars of these certificates. During these four 
weeks other loans on the books of these banks showed only a 
small net increase, as a decline in security loans in New York 
City largely offset increases in other classifications. Invest- 
ments, however, rose by 276 million, as the banks purchased 
moderate amounts of all types of Government obligations. 
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Table II 
Weekly Changes in Principal Assets and Liabilities of the 
Weekly Reporting Member Banks 
(In millions of dollars) 
Statement weeks ended Change 
Item 30, 1953 
Oct. Nov. Nov. Nov. | to Nov. 
27 3 10 17 17, 1954 
Assets 
Loans and investments: 
Commercial, industrial, and 
agricultural loans........ — 83 + 61 +29 |+ 974 | —1,273 
Security loans............ + 15 + 57 —291 |— 130|— 80 
Real estate loans.......... + 23 + 19 +29 |+ 25} + 570 
All other loans (largely 
vas + 15 +29 |+ 46/— 48 
Total loans adjusted* — 30 +165 | —256 |+ 915] — 871 
its: 
U.8. Government securities 
+78 | —206 + 39 |+ 263 | + 233 
+ 52 + 31 200 |+ 37] +4,644 
130 | -—175 | +19 300 | +4,877 
Other securities........... tf 14 +153 —271 t 106 | +1,083 
Total investments....... +144 — 22 —252 |+ 406 | +5,960 
Total loans and investments ad 
+114 +143 | —508 [+1,321 | +5,089 
Loans to banks............... 28 | +80 | —283 |+ 60 
Loans * and “ott 
-| — 16 +318 —527 |+1,021 + 212 
Liabilities 
mand deposits adjusted... . +580 | —578 | +101 |+ 109] — 535 
Time deposits except 
Pe + 29 + 10 — 24 |— 140] +1, 
U. 8. deposits..... —375 + 1 + 41 909 | +2,161 
terbank demand deposits: 
— 304 +326 +141 t 462) + 551 
- 8 — 25 31 14] + 15 
* Exclusive of loans to banks and after deduction of valuation reserves; for 
the individual loan classifications are shown gross and may not, » add 
to the total shown. 


THE CANADIAN BANKING SYSTEM 


Important revisions have been made in Canadian banking 
legislation this year. The statutory cash reserve requirements 
of the chartered banks were raised; wider scope was provided 
for bank lending operations; and certain limitations on the 
Bank of Canada’s freedom to engage in open market operations 
were removed. Along with the recent legislative changes, 
further progress has been made in developing a money market 
in Canada. 

These developments have focused new attention upon 
Canada’s banking system, particularly upon the continuing 
adaptation of banking activities to changes in the country’s 
financial needs. They also underscore the prominent role that 
has come to be assigned to monetary policy as an instrument 
for maintaining economic stability and providing appropriate 
conditions for a sustained and balanced growth of the Canadian 


economy. 


THE CANADIAN CHARTERED BANKS 
Canada’s commercial banking system consists of eleven so- 
called chartered banks—chartered by the Canadian Govern- 
ment and operating under the Canadian Bank Act (see 


Table I).! Adequate and generally competitive banking facilities 
for the country as a whole are provided through the widespread 
system of branch offices that are maintained by all except two 
of the banks. Typically, towns having populations of 10,000 
or more are serviced by branches of two or more different 
banks. A total of 3,933 branch offices was being operated by the 
chartered banks in Canada at the end of 1953 (as well as 116 
branches in foreign countries), thus providing an average of 
one banking office for each 3,800 people in Canada. This bank- 
ing structure contrasts sharply of course with that in the United 
States, where there were 13,981 individual commercial banks 
on the same date; about 10 per cent of these had branch offices 
(the total number of branches being 5,627), providing an 
average of one commercial banking office for each 8,200 people. 

The Bank Act of 1871, which set forth conditions governing 
the founding and functioning of banks, as well as the powers 


and the Dominion Bank, would reduce the number 
to be known as 
Bank) ef tee Conation Basie. 
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granted to them, established the basic legal framework for 
Canada’s banking system. By providing that this legislation 
was to be reviewed at the end of ten years and that the bank 
charters were to be valid only for a ten-year period, the act 
set a precedent that has been maintained, and one that has been 
generally favored by Canadian bankers. Special circumstances 
have on occasion necessitated amendments to the Bank Act 
between the decennial revisions; and there have been several 
postponements of the decennial revisions themselves, accom- 
panied by a temporary extension of the banks’ charters; but 
the last three revisions have been made regularly at ten-year 
intervals—1934, 1944, and 1954. 

Some of the more important revisions during the present 
century have provided for an independent private audit of 
banks (1913), for the initiation of government examinations 
by an Inspector General of Banks appointed by the Finance 
Minister (1924), for a reduction in the note issue of the 
chartered banks (1934), for the subsequent abolition of such 
issues (1944), and for a cash reserve requirement set at 5 per 
cent of total deposit liabilities (1934, but effective only when 
the Bank of Canada began operating in 1935). One of the 
distinctive features of Canadian banking legislation is the pro- 
vision, which has been gradually clarified and extended, that 
banks could lend against assignments of agricultural products, 
raw materials, and other merchandise; this has proved to be a 
particularly appropriate credit vehicle in Canada for the financ- 
ing of primary production and foreign trade, which have con- 
stituted a high proportion of over-all economic activity. A 
1954 revision, which permits banks to acquire insured mort- 
gages arising from new residential construction, constitutes 
new evidence of the continuing adaptation of banking activities 
to the country’s changing financial needs. 

Although the chartered banks, from 1935 until the revision 
of the Bank Act this year, were required to maintain at all times 
a minimum cash reserve, consisting of Bank of Canada notes 
and deposits with the Bank of Canada, of only 5 per cent of 
total deposit liabilities, the banks customarily maintained their 

The Canadian Chartered Banks 
(As of December 31, 1953) 


Number of branches rota) assets 
Bank (in_millions 
Outside | of 
In Canada Canada dollars) 

Bank of Canada.......... 724 70 2,855 
Bank of Montreal. 598 4 2,417 
Bank of Commerce..... 646 9 2,000 
The Bank of Nova Scotia............ 387 30 972 
Imperial Bank of Canada............ 234 oa 609 
The Bank of Toronto................ 248 576 
The Dominion Bank................. 182 2 534 
Banq i Nationale........ 559 1 514 
The Provin cial Bank of Canada. . 350 — 203 
Bank (Canada)............. 4 33 
The Mercantile Canada...... 1 os 4 
All chartered banks 3,933 116 10,722 

Note: The data on both branches and total assets include foreign ted 

subsidiaries of the Bank of Montreal (in California), the Canadian of 


of Canada (in France), and the 


Canada, J 1954; and Return of the Chartered 
Conde, January 


cash reserves in the neighborhood of 10 per cent. The 1954 
legislation requires the banks to maintain minimum cash 
reserves equal, on the average during each month, to 8 per cent 
and provides for a maximum requirement of 12 per cent. The 
Bank of Canada is empowered to vary the requirement between 
these limits, provided that notice of at least one month is given 
before each increase, and that any increese is no larger than 
1 per cent. The initial reserve requirement was set at 8 per cent 
effective July 1, 1954; during recent months there has been 
a decline in the average reserve ratio of the banks from the 
traditional level of 10 per cent to somewhat less than 9 per cent. 


CHARTERED BANK OPERATIONS 

Data on the principal assets and liabilities of the Canadian 
chartered banks reveal some of the chief characteristics of the 
banks’ operations, and a comparison of these data with roughly 
comparable data on the assets and liabilities of United States 
commercial banks points up some of the major differences in 
the banking activities of the two systems (see Table II). 

As for the broad differences in the aggregate balance sheets 
shown in Table II, the Canadian banks have a somewhat higher 
proportion of earning assets to total assets than their United 
States counterparts, a higher ratio of loans to investments, a 
substantially higher proportion of commercial and industrial 
loans relative to total loans, and a lower ratio of capital and 
contingency reserves to total liabilities. Also, although the 
Canadian banks have a much larger proportion of their cash 
assets in the form of deposits with banks abroad, their total 
holdings of cash items and interbank deposits represent a 
smaller proportion of total assets. This is attributable mainly to 
the very small volume of interbank deposits in Canada and to 
the lower cash reserves maintained relative to deposit liabilities. 

There are also a number of more specific differences between 
Canadian and United States banks that deserve particular men- 
tion. First, the Canadian banks have a high level of “notice” 
deposits (comparable on the whole to time deposits in United 
States commercial banks). At the end of 1953, as shown in 
Table II, they accounted for almost half of all deposits in the 
chartered banks in Canada; in contrast, such deposits in the 
United States commercial banks accounted for less than one 
quarter of all deposits. An important reason for this difference 
apparently lies in the fact that savings deposits in Canadian 
financial institutions other than chartered banks are relatively 
smaller than those in comparable financial institutions in the 
United States;? in part this is also a consequence of the fact 
that “notice” deposits, unlike time deposits in the United States, 
may be used as checking accounts, although the greater part 
are im practice inactive. 

Secondly, the small amount of real estate lending by the 
Canadian chartered banks contrasts sharply with the major 
role that such lending has continued to play in the commercial 

2 Such institutions in Canada include the Post Office Savings 


the Quebec savings banks, trust and loan companies, credit unions, 
the provincial government savings bank institutions in Newfoundland,. 


Ontario, and Alberta. 
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banking system of the United States, where there has been a 
progressive relaxation of legal restraints against such lending 
over the past forty years. The recent legislative action to permit 
Canadian banks to finance residential construction through 
insured real estate loans will, of course, enlarge the scope of 
their mortgage activities; at the end of October, such mortgage 
loans already amounted to almost 40 million dollars, and com- 
mitments for further mortgage financing were reportedly 
about 214 times this figure.* Nevertheless, bank lending against 
teal estate is not entirely new since the items labeled “farm 
loans” and “commercial and industrial loans” in Table II con- 
tain small amounts of short-term mortgage loans to farmers and 
to veterans, made under legislation adopted in 1944 and 1946. 


Thirdly, Canadian banks have not engaged in “term lending” 
to business firms and in consumer lending to the same extent 
as United States banks. There has been no surge in “term 
lending” comparable to that which occurred in the United 
States in the late thirties and in the immediate postwar period. 
However, Canadian banks have done a certain amount of 
financing of a similar character through the purchase of 
corporate debentures. Although consumer financing by the 
Canadian banks has increased rapidly (except for the inter- 
ruption caused by the imposition of consumer credit controls 
in Canada between November 1, 1950 and May 6, 1952), 
consumer loans represent a smaller proportion of total bank 
assets in Canada than in the United States. This reflects in 
part the relatively greater roles in Canada of the “specialized” 
consumer-financing institutions—sales finance companies, 
credit unions, small loan companies, and licensed money lend- 
ers. The revised Bank Act of 1954 permits the chartered 
banks, for the first time, to lend against chattel mortgages; 
this provision may tend to stimulate consumer lending by the 
banks. 

A fourth distinctive feature of the lending operations of the 
commercial banks relates to their role in assisting in the financ- 
ing of payroll purchases of the annual series of Canada Savings 
Bonds. The Canadian Government has floated a new issue of 
these small savings securities in the fall of each year since 1946. 
In order to facilitate payroll sales, while still permitting the 
government to receive full payment at the outset for all sub- 
scriptions, the chartered banks provide instalment loans to 
payzoll subscribers, with the bonds serving as loan collateral. 
All payroll subscriptions to Canada Savings Bonds are concen- 
trated around November 1; and the security loans of the 
chartered banks have thus tended to have a strong “seasonal” 
movement during recent years, with a marked peak toward the 
end of each year. 

Some reference should also be made to check clearing in 
Canada. The clearing arrangements are facilitated by the rela- 
tively small number of banks and by the fact that a substantial 


3 Prior to the new legislation, institutional mortgage financing in 
Canada was almost exclusively undertaken by insurance companies, 
-trust and loan companies, and credit unions. 
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proportion of total clearings consequently consists of purely 
internal clearings handled independently by each bank. As to 
interbank clearings, there are local clearing arrangements in 
virtually all Canadian towns where there are branches of at 
least two banks. However, most of the interbank clearings are 
handled through clearing houses that have been formally 
established by the Canadian Bankers’ Association in fifty-two 
Canadian cities under powers conferred upon this associa- 
tion by its act of incorporation in 1900. The clearing houses 
in five cities—Montreal, Ottawa, Toronto, Winnipeg, and 
Vancouver—act as regional clearing centers for uncleared bal- 
ances within their respective regions; and remaining clearing 
differences are then settled by means of debits or credits to the 


Table Il 
Assets and Liabilities of Canadian Chartered Banks and 
United Stetes Commercial Banks, December 31, 1953 
Canadian chartered United States 
commercial 
Item 
dollars | total | ‘Gollars | of 
10,722 100.0 193,818 100.0 
3,831 35.7 , 343 40.4 
men’ 
2,760 25.7 63 ,637 32.8 
Provincial or state govern- 
ment obliga ee 486 4.5 10,854 5.6 
Other securities............. 585 5.5 3,852 2.0 
Kbcnnsbnecesscesces 4,592 42.8 67 ,973* 35.1 
Loans to farmers........... 334 3.1 4,987 2.6 
Commercial and industrial 
nes 2,668 24.9 27 ,336 14.1 
Security loans.............. 588 5.5 3,581 1.8 
Real estate loans........... ood { 16,835 8.7 
1,002t 9. 16,198 8.4 
Cash and balances with other 
pebeocevesdboscocecs 2,005 18.7 44,961 23.2 
Other assets....-....0-0eeeees 294 2.7 2,541 1.3 
Total liabilities................. 10,722 100.0 193,818 100.0 
Notice” or time......... 5, 47.0 42,000 21.7 
ge 4.6 4,538 2.3 
Provin: or govern- 
171 1.6 11,632 6.0 
Interbank (domestic banks 
182 13,631 7.0 
1,0763 10.0 , 383 2.8 
Other liabilities............... 163 1.5 2,765 1.4 
Capital accounts.............. 419 3.9 13,551 7.0 


Note: Because of rounding, figures do not necessarily add to 
The Canadian and United States ‘date are not strict 


ies of Canadian figures 

po not. The | United States Sones include the assets and liabilities of deposit- 

yO companies, while the Canadian figures do not include com- 

ences in some of 


cial and industrial loans 
* Loans and and discounts net—that is, after deduction of valuation reserve of 963 
The various loan components are shown gross. 
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totals. 
mparable. For ex- 
ample, the Canadian hgures include all assets and liabilities of all branches and i 
| 
; “loans to others for purchasing or carrying securities’’ in the United States 
and “‘loans to individuals, for business purposes, on the security of marketable 
n dollars 
outside 
domestic 
= Includes deposits in Canada equivalent to 197 million Canadian dollars in 
| currencies other than Canadian dollars, and deposits equivalent to 741 
: million Canadian dollars in branches and subsidiaries of Canadian banks 
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various banks’ deposit balances in the Bank of Canada. There 
is, of course, a volume of float arising from these clearing 
arrangements, but it is carried by the chartered banks them- 
selves; it thus has no influence on the reserve base, and its 
variations, even though large, can be averaged out without 
exerting, as in this country, any appreciable direct influence 
upon the calculation of reserve balances. 

.The time involved in interbank clearings is largely a func- 
tion of geography: local clearings are usually handled in one 
day; regional clearings normally take at least two or three days; 
and coast-to-coast clearings may take up to five. The banks 
charge commissions, according to a fixed schedule of rates, for 
the cashing of all checks that are cleared at points other than 
the place at which they are actually cashed (except for a small 
volume explicitly marked “payable at par” under an arrange- 
ment with the issuer’s bank). 


THE BANK OF CANADA 

Prior to World War I, Canada’s legal tender currency— 
which at that time consisted of Dominion Government notes— 
had to be backed 100 per cent in gold (apart from a relatively 
small fiduciary issue). The large expansion in currency neces- 
sitated by that war was made possible by the Finance Act of 
1914, which authorized the government to make- advances of 
Dominion notes to the chartered banks against appropriate 
securities. The government's authority to continue to exercise 
this central-banking function was extended after the war, in the 
absence of strong support for the establishment of a central 
bank; and the banks continued to resort to this practice of 
“borrowing reserves” during the twenties. However, the severe 
economic strains of the early thirties clearly revealed the unsat- 
isfactory nature of this mechanism as a substitute for a central 
bank. Accordingly, a Royal Commission on Banking and Cur- 
rency was appointed in mid-1933 to undertake a thorough 
examination of the country’s monetary system. This commis- 
sion issued a report in September 1933 favoring a central bank 
and, as a result, legislation was adopted in 1934 establishing 
the Bank of Canada. The Bank actually commenced operations 
on March 11, 1935. 

The Bank of Canada was initially a privately owned institu- 
tion. A 1936 amendment to the Bank of Canada Act, however, 
made the government a majority stockowner and gave it the 
power to select a majority of the directors. A further amend- 
ment in 1938 made the government the sole owner. 

The Bank was given broad central-banking powers to engage 
in gold and foreign exchange transactions and in open market 
purchases or sales of government and certain other kinds of 
securities; to rediscount and deal in commercial paper; and to 
lend to Canadian banks and the central and provincial govern- 
ments. Initially, the Bank was permitted to acquire, without 
restriction, short-term securities (with maturities not exceeding 
two years) issued or guaranteed by the central and provincial 
governments, as well as shorter-term securities (having maturi- 
ties not exceeding six months) issued by the Governments of 


the United Kingdom, the British Dominions, the United States, 
and France. However, certain limits were placed on acquisi- 
tions of longer-term issues of any of these Canadian and foreign 
authorities. Under the 1954 amendments to the Bank of 
Canada Act, all limits on acquisitions of securities issued by the 
central and provincial governments and the United States Gov- 
ernment were removed, while the authority to purchase longer- 
term British Government obligations and securities issued by 
the French and British Dominion Governments was rescinded. 
The amendments also required greater publicity with regard to 
the Bank’s holdings of Canadian Government securities— 
specifically that a maturity distribution of such holdings be 
published every month. The power to engage in open market 
operations has been extensively used in connection with pur- 
chases and sales of both short-term and long-term securities of 
the central government. 

The Bank of Canada also acts as fiscal agent, without charge, 
for the Canadian Government, and as an agent in the manage- 
ment of the public debt. The Bank now has the sole right of 
note issue, the chartered banks’ authority to issue notes in 
Canada having been terminated in 1945; its notes replaced 
Dominion Government notes as legal tender, and can be 
counted by the banks in their statutory cash reserves. The 
Bank of Canada Act stipulates that the Bank of Canada must 
maintain a gold reserve equal to 25 per cent of its note and 
deposit liabilities; but this requirement has been suspended 
since May 1940.* Finally, as already noted above, the Bank of 
Canada has been empowered by the 1954 banking legislation 
revisions to vary the cash reserve requirements for the chartered 
banks between 8 and 12 per cent. 

MONETARY POLICY AND TECHNIQUES 

In the latter half of the thirties, the Bank of Canada was 
mainly concerned with exercising its monetary powers to 
stimulate economic recovery. During World War II the Bank’s 
operations were closely geared to the war finance program, 
the major features of the Bank’s policies being, first, the provi- 
sion of generally easy monetary conditions to assure the suc- 
cess of government borrowing operations and to allow for 
the added monetary needs of the rapidly expanding economy 
and, secondly, the maintenance of a relatively stable pattern of 
rates on government obligations (but at a level somewhat 
above that maintained in the United States). The Bank con- 
tinued to support the prices of government securities in the 
early postwar period, thus maintaining easy money conditions, 
despite the emergence of unexpectedly strong and persistent 
inflationary forces. Although the monetary authorities at- 
tempted to exert a restraining influence on credit expansion 

On the latter date, 
ote San balance needs, were transferred to 


gold reserves 


| 
i 
| 
| | 
Control Board, a wartime agency that was given powers to control all 
foreign exchange transactions in the national interest, and which was / 
authorized to hold all of the nation’s monetary gold. Since the termi- 
nation of the Foreign Exchange Control Board’s operations in mid- ) 
j Exchange Fund operated 


160 


through informal agreements with the chartered banks, the 
government placed primary reliance upon fiscal action and the 
temporary continuation (until the latter part of 1947) of 
much of the wartime network of direct controls. But, with 
the large-scale retirement of government securities that began 
in 1947 and with firmer lodgment of the remaining govern- 
ment securities among investors, the “support” policy was 
modified early in 1948. Since that time, although often active 
at the “fringes of the market” as prices of government securi- 
ties have moved up or down, the Bank of Canada has not 
maintained any fixed yield curve. 

In the latter part of 1950, the need for increased defense 
outlays and the reappearance of inflationary pressures led to 
the initiation of a program of energetic monetary measures 
as an alternative to a comprehensive network of direct con- 
trols. This program was reinforced in the first half of 1951, as 
inflationary forces mounted in intensity. In the first half of 
1952, following a clear-cut abatement of inflationary pressures, 
monetary restraints were relaxed substantially. During the past 
year, with a moderate slowing-down of economic activity in 
Canada, appropriate conditions of monetary ease have been 
maintained. 

The monetary authorities have selied upon two major in- 
struments in implementing their policies—open market opera- 
tions and informal agreements. The compactness of the 
Canadian banking system has lent itself readily to informal 
agreements between the banks and the monetary authorities 
for the implementation of bank lending and investment policies 
aimed at maintaining financial stability. Examples of actions 
of this sort include the agreement in March 1946 which, in 
effect, prevented undue switching from short-term to long- 
term government securities in bank portfolios, the February 
1948 agreement to limit bank financing of business capital 
needs, and the agreement of February 1951 to check the fur- 
ther expansion of total bank credit and to curb bank lending 
for less essential purposes. 


Open market operations by the Bank of Canada have been 
the principal instrument of quantitative monetary control in 
Canada since the founding of the Bank in 1935. In the late 
thirties they were used to foster economic recovery, and during 
and immediately after World War II to implement a “stable 
rate” policy; after the outbreak of the Korean hostilities, open 
market operations were carried on in such a manner as to 
restrain monetary expansion. In a’ statement last March, at a 
hearing of the Standing Committee on Banking and Com- 
merce of the House of Commons in Canada, the Governor 
of the Bank of Canada referred to the Bank’s operations in 
government securities “as part of our program to improve 


and broaden the money market for the benefit of lenders and 


borrowers and of our financial structure as a whole. . . . While 
the total amount of our holdings of government securities is 
necessarily determined by considerations of monetary policy, 
we have endeavored to help make a market for all government 
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issues and have been very substafitial buyers and sellers”. 
The Bank of Canada thus seems to have conducted open mar- 
ket operations to influence the whole credit structure and the 
range of interest rates. 

The effectiveness of open market operations in Canada seems 
to have been hindered by the fact that the customary 10 per 
cent reserve ratio of the chartered banks was far above the 5 
per cent minimum legally required until this year. The absence 
of a well-developed money market, which reflected in part 
the fac: that Canada is a relatively young country, apparently 
also made effective open market policy more difficult. Scope 
for open market operations should, however, be enhanced by 
the recent progress toward the development of a Canadian 
money market, which will be discussed below, as well as by 
the powers granted to the Bank of Canada to vary reserve 
requirements and the enlarged authority to deal in longer- 
term securities. Development of the money market may also 
increase the importance of the rediscount rate; up to the 
present, changes in the so-called “Bank Rate” in Canada have 
been used purely for psychological purposes. 

Selective credit controls have also been used to some extent 
in Canada. Consumer credit controls, administered by the 
Government, were employed during World War II, were 
temporarily reimposed in November 1950 and reinforced in 
early 1951; they were subsequently abandoned in 1952. Also 
in early 1951, at the time of the understanding between the 
Bank of Canada and the chartered banks, margin requirements 
were increased on loans for carrying corporate stocks. 

Finally, given the important role of international trade and 
payments in the Canadian economy, shifts in Canada’s balance 
of payments inevitably have an important bearing upon the 
country’s monetary system. Some alterations in Canada’s 
foreign economic policies—particularly, the suspension of a 
fixed exchange rate for the Canadian dollar in October 1950— 
have been partly based on monetary considerations. In a coun- 
try where foreign trade is of such great importance, the formu- 
lation of monetary policy necessarily takes into account that 
policy’s possible impact upon the international, as well as the 
domestic, position. 


THE DEVELOPMENT OF THE MONEY MARKET 


As already noted, the effectiveness of open market and redis- 
count policy in Canada throughout the postwar years seems to 
have been hampered by the absence of a developed money 
market. When the Bank of Canada commenced operations in 
1935, there was a reasonably good market for long-term gov- 
ernment securities, but the short-term money market outside 
the chartered banks was almost nonexistent. As late as 1952, 
there were few of the instruments and institutional arrange- 
ments that characterize the money markets in London and 

5 occasions: 
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New York. Treasury bills had been sold by tender since the 
mid-thirties, but bills were held almost exclusively by the 
chartered banks who used them to adjust their reserve positions 
through sales to, and purchases from, the Bank of Canada. 
There was no commercial paper, and there were no interbank 
loans. Borrowing by the chartered banks from the Bank of 
Canada was very unusual, and there was no rediscounting. 
There was, in short, no regular market into which temporarily 
idle funds of banks and business concerns could flow, and upon 
which banks and business concerns could draw to meet short- 
term needs. 

Recently, however, the development of the money market 
has received impetus from many quarters. In 1953, the issue 
of Treasury bills was changed from a fortnightly to a weekly 
basis and the offering was broadened to include nine-month as 
well as the usual three-month bills; as a result an investor now 
finds it possible to obtain bills maturing in any week within 
the next nine months. In the same year, the Bank of Canada 
adopted the practice of concluding purchase and resale agree- 
ments with recognized dealers taking a jobbing position in 
short-term government securities; such a dealer may, within 
agreed limits, sell Treasury bills and short-term government 
bonds to the Bank of Canada with an undertaking to repur- 
chase them over a short period at a predetermined yield. The 
new banking legislation, by raising the minimum reserve ratio 
to 8 per cent and by empowering the Bank of Canada to raise 
the ratio up to 12 per cent, has also tended, by making the 
chartered banks more sensitive to changes in liquidity, to foster 
more active trading in money market instruments. These 
tendencies have also been furthered by the discontinuance of 
the earlier arrangement under which the chartered banks could 
obtain immediately available funds through direct sales of 
Treasury bills to the Bank of Canada. The chartered banks 
themselves have been encouraged by the monetary authorities 
to make “day-to-day” loans to investment dealers to assist them 
in carrying positions in short-term government securities. 

An increase in the flow of short-term funds seeking invest- 
ment is already apparent; chartered banks have taken advantage 
of the facilities provided by the market, and nonfinancial cor- 
porations and municipalities have shown increasing interest in 
the new outlet for idle funds. As yet the market is largely 


confined to short-term government securities, but this in itself 
is a major advance. In time, a better market for nongovern- 
ment instruments may develop and thus help to channel funds 
in directions that will further the growth of the Canadian 
economy. 

The growing money market is also likely to increase the 
effectiveness of monetary policy. The development of facilities 
for rapid and inexpensive adjustment of the banks’ reserve 
positions tends to encourage the chartered banks to carry 
smaller cash reserves above the minimum requirements. As a 
result, relatively moderate shifts in the over-all supply of reserve 
funds may make borrowing from the central bank necessary; 
several of the chartered banks did in fact begin in 1954 to do 
some borrowing at the Bank of Canada. If money market 
activities should give rise to increased use of the Bank of 
Canada’s rediscount and advance facilities, the role of redis- 
count policy might be enhanced in Canada. A broader money 
market would also tend, by creating more sensitive connections 
with the related markets for longer-term government securities, 
to increase the effectiveness of open market policy. 


CONCLUSION 

Although Canada is frequently regarded as a new and rapidly 
developing country, it has a long tradition of sound and stable 
banking; and the transformation of the country within the past 
century into one of the world’s foremost and strongest nations 
owes much to the strength and vitality of its banking system. 
Moreover, against the background both of the evolutionary 
adaptation of bank operations to changing financial needs and 
of the creation of a central bank, the banking system is well 
prepared to continue to play a dynamic role in the further 
development of Canada’s great economic potential. 

At the same time, the Canadian monetary authorities, rec- 
ognizing that monetary stability and a maximum of freedom 
for the exercise of individual initiative are critically important 
conditions for rapid and sustained economic growth, have con- 
cluded that it is both appropriate and necessary to rely heavily 
upon monetary policy to maintain conditions conducive to such 
growth. To this end, actions have recently been taken in 
Canada, along the lines discussed in this article, to enhance the 
future flexibilty and effectiveness of monetary policy. 


TRENDS IN AGRICULTURE 


Gross farm income in 1954 appears to have declined for 
the third consecutive year from the record 1951 level, as crop 
output was reduced and livestock prices on the whole were 
lower. Production costs have also fallen, but not enough to 
offset the drop in gross income, and net receipts consequently 
declined, as they have in cvery year but one since 1947 (see 
Chart I). As im past years, part of the farmer's income 
stemmed from the Federal Government price-support program, 
and stocks of farm commodities held by the Commodity Credit 


“Corporation (CCC) rose to record levels, although the rate 


of increase was not so rapid as in 1953. 

The decline in net farm income this year marked a continua- 
tion of the process of readjustment which American agriculture 
has undergone throughout the postwar period, and especially 
since 1951. The high demand for farm products engendered 
by World War II, by the worldwide shortage of food and of 
other farm products in the early postwar years, by the war in 
Korea, and by the operation of the price-support program 
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Chen I 
FARMERS’ GROSS AND NET INCOMES AND PRODUCTION EXPENSES, 1946-54 
| 


“al 48 “9 *50 "53 "54 

Mote: Reslized gress income includes cash receipts from marketings, the value of farm prodects 


served as a powerful stimulus to rapid mechanization and im- 
proved farming techniques and resulted in advances in agricul- 
tural productivity at a rate rarely experienced before. Between 
1939 and 1953, farm output rose by more than 30 per cent, 
although acreage in use showed almost no increase. The rise 
in output, moreover, continued through 1953 even though the 
demand that originally stimulated the broadening of produc- 
tive capacity failed to increase at the same pace; farm exports 
have, in fact, sharply contracted for the past three years from 
early postwar levels. The resulting imbalance of supply and 
demand has, since 1951, brought falling farm prices and in- 
comes as well as large-scale Government accumulation of sur- 
plus stocks and intensified output restrictions. 

During 1954, over-all farm output declined slightly for the 
first time since 1950, partly because of the effects of acreage 
restrictions. It is also noteworthy that, although net farm in- 
come declined at a greater rate than income for the country as 
a whole, per capita farm income appears to have remained 
about the same this year as in 1953, mainly because of continu- 
ing migration from farms to urban communities, a develop- 
ment which has been characteristic of the postwar period. Per 
capita purchasing power of the farm population also appears 
to have been reduced only slightly this year, and although total 
farm debt rose during 1954, financial assets of farmers are 
expected to be as high at the end of the year as they were at 
_ the beginning. 

SHIFT TOWARD LIVESTOCK 

The growth in farm production since the end of World 
War II has centered in livestock and livestock products (see 
Chart II). Since 1946, output of livestock and associated prod- 
ucts has expanded about 18 per cent while crop production, 
which has fluctuated substantially during the postwar period, 
will this year only about equal the 1946 level. This develop- 
ment has reflected a similar shift in the structure of consumer 
demand associated with rising incomes and changing income 


Chart O 
INDEXES OF PRICES RECEIVED SY FARMERS AND 
THE VOLUME OF FARM PRODUCTION, 1946-54 
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distribution patterns. Even though total per capita consump- 
tion of foodstuffs has changed little between 1947-49 and 
1954, per capita consumption of beef advanced by 22 per cent 
over this period, cheese consumption by 10 per cent, and egg 
consumption by 8 per cent. On the average, Americans ate 
28 per cent more chickens in 1954 than during 1947-49 and 
41 per cent more turkeys. Per capita consumption of wheat, 
on the other hand, declined 7 per cent, that of corn meal 10 
per cent, and of sweet potatoes 44 per cent. 

Postwar increases in the production of beef, poultry, eggs, 
and milk have been especially impressive. Cattle herds and 
production of beef have both trended upward and in 1954 
reached levels 15 and 39 per cent, respectively, above those 
of 1946. The application of improved feeding, breeding, and 
management methods has resulted in continual increases in 
yields of eggs and of poultry meat, per unit of feed input. Egg 
production rose by 16 per cent between 1946 and 1954, while 
production of broilers has more than tripled. Dairy farmers, 
too, have managed to increase the productivity of their herds 
and, during the postwar years, have maintained production at 
high levels while reducing the number of milking cows; milk 
production pet cow is now about 13 per cent higher than in 
1946. 


The output of livestock and livestock products has con- 
tinued to rise during 1954, apparently increasing by about 4 
per cent from last year’s record level. Output of red meats and 
poultry made new records and, at the same time, the farm 
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inventory of livestock increased slightly. The cattle cycle, 
which has been in its upward phase since 1949, appears to 
have reached its peak earlier in the year; poorer range and 
pasturage conditions and the outlook for a smaller corn crop, 
stemming partly from drought, stimulated the marketing of 
cattle, and slaughtering this year probably exceeded additions 
to herds. Net additions to the inventory of hogs reflect the 
relatively favorable hog-corn price ratio that prevailed during 
1953 and early 1954, when prices received by farmers for hogs 
were at unusually high levels. Poultry flocks also increased 
during the year, and egg and milk production both rose to 
new record levels. 

The increased output of livestock and livestock products has, 
since 1951, resulted in sharp price declines for these items, 
following pronounced earlier advances. Beef cattle prices, in 
particular, dropped 47 per cent between May 1952 and 
October 1953. Hog prices also declined in 1952, the average 
falling to a six-year low, but prices moved up again in 1953. 
Recent sharp reductions in the prices of eggs and poultry 
(which in October were 39 and 25 per cent lower than a 
year ago), a greater-than-seasonal drop in milk prices after 
the lowering of support prices in April, and further declines 
in beef prices largely account for the lower level of farm 
prices this year. 2 

FARM CROPS 

The output of farm crops, as noted earlier, has undergone 
little met change in the postwar period. A peak in 1948, 
spurred by shortages and high prices during the preceding 
year, favorable weather, and high domestic and foreign demand 
was followed by declines in the next two years, a temporary rise 
in 1951-53, and another decline this year. The lower levels of 
crop output in recent years, compared with the early postwar 
period, reflect in part adjustments to a weakening in demand. 
This, in turn, stemmed from the continuing shift in domestic 
consumption patterns away from crop foods and toward live- 
stock and its products and, more importantly, from declining 
purchases of American farm commodities by foreign custom- 
ers; between 1951 and 1954, United States agricultural exports 
fell by 26 per cent. 

Because the support program has limited price declines for 
crops, the price mechanism has not exerted its full effect in 
bringing about adjustments of output to lower levels of 
demand. Rather, reductions in crop production have, in consid- 
erable measure, been attributable to the imposition of acreage 
_and marketing restrictions and also, in some years, to unfavor- 
able weather conditions. 

Total crop production in 1954, when acreage restrictions 
on wheat, cotton, and corn were in effect, fell by 4 per cent 
from the 1952-53 level, and 7 per cent from that of 1948. If 
the acreage taken out of use by acreage restrictions on major 
crops had remained idle, the decline in crop output in 1954 
would have been greater than actually experienced. Much of 
this acreage, however, was planted to other crops, adding to 


surpluses of these crops or creating new surpluses. Thus the 
output of soybeans rose by 30 per cent this year over 1953 to 
the highest level in history, the output of barley rose 52 per 
cent, and the output of sorghum increased 50 per cent. 

About 90 per cent of the decline in agricultural exports 
between 1951 and 1954 has centered on two crops, wheat and 
cotton. The production of wheat and other grains in the post- 
war years has risen throughout the world, so that in many coun- 
tries wheat imports have been replaced by grain produced at 
home, and world trade in wheat has contracted. Moreover, with 
American wheat prices kept artificially high, wheat producers 
elsewhere have at times been able to undersell United States 
wheat producers, and Americans now have a smaller share even 
of the reduced world market. The result has been that the total 
value of United States wheat exports has fallen by more than 
50 per cent since 1951, and is now down almost 70 per cent 
from the 1947-49 average. Between 1953 and 1954 alone, 
wheat exports are estimated to have dropped 25 per cent. In 
1954, wheat acreage allotments called for an over-all cutback 
of 21 per cent from the 1953 level and farmers generally 
planted close to their allotments, with the result that the 1954 
wheat crop of 960 million bushels was the smallest since 1943 
and almost one-fifth below the 1953 crop. An increase in yields 
per acre, however, has pushed this year’s wheat output slightly 
above anticipated levels. 

The value of cotton exports in 1952 and 1953 was also 
sharply below the levels of immediately preceding years, but 
foreign purchases have considerably improved in 1954. It is 
expected that cotton exports this year will be almost half again 
as large as in 1953, and although they will still be substantially 
below the 1951 level, they will be higher than in the early 
postwar years. Other countries have increased their output and 
exports of cotton, but the recovery of Western European 
demand has helped to maintain United States exports. 

Cotton farmers planted considerably fewer acres in 1954 
than they were permitted under Department of Agriculture 
regulations. The Department had called for a 15 per cent 
reduction in acreage for the 1954 crop, but acreage actually 
planted to cotton was 21 per cent less than in 1953, and cotton 
production was down 20 per cent. The sharp reduction in plant- 
ings partly resulted from the fact that some of the cotton killed 
by frost in May was not replanted but also appears to reflect a 
tendency of cotton farmers to underplant in years when acre- 
age allotments are cut back sharply. 

For the major corn producing areas, the Department of 
Agriculture had scheduled a 17 per cent reduction in acreage 
this year, but many farmers elected not to participate in the 
program (mainly because a large share of corn output is used 
directly as feed) and about the same acreage was planted as last 
year. Much of the corn, therefore, is not eligible for CCC sup- 
ports. Even so, corn production fell by 7 per cent from last year, 
as drought and searing temperatures at the usual time of 
pollination sharply reduced yields in many areas. 
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PRICE SUPPORTS 

Declines in prices of major crops after 1952 resulted in 
jarge-scale Federal Government support operations in 1953 and 
again during the current year, despite reduced output of crops. 
In 1953 alone the price-support program compelled the Gov- 
ernment, acting through the CCC, to provide over 3 billion dol- 
Jars in loans on, and purchases of, farm output, thus accounting 
directly for more than 10 per cent of the gross farm income 
realized during the year. Final figures for 1954 are not yet 
available, but in the twelve months ended September 30, the 
(CC had bought or made loans for about 3.6 billion dollars 
pf farm output. 

Much the largest part of the benefits provided by the price- 
support program goes to producers of the so-called “basic” 
fommodities—wheat, corn, cotton, tobacco, rice, and peanuts— 
which in general account for only about a fourth of all farm 
gash receipts. Of the 6.4 billion dollar investment held by the 
(CC on September 30, about 5.0 billion, or about 80 per cent, 
was accounted for by only four commodities—wheat, corn, 
gotton, and tobacco. 


The amount of wheat added to Government holdings during 
the period ended September 30, 1954—over 300 million 
pushels—was equivalent to about one fourth of the total 
harvest in 1953 and brought total Government stocks to a level 
higher than the entire output in each of several postwar years. 
The cotton : added was equivalent to nearly a third of the 1953 
ffop, raising ‘stocks to more than twice their previous level. 
Stocks of corn rose by 40 per cent during the year to a level 
equivalent to about a quarter of a year’s production. 


The support program, as noted earlier, is far more important 
for crops than for livestock and its products, and many farm 
products (usually accounting, in the aggregate, for over half 
of total farm income) are not eligible for any form of price 
support. Cattle and calves, for example, which last year 
provided farmers with about one sixth of all cash receipts, 
are not supported at all. The same is true of hogs and of poultry 
and eggs, each of which brought in about 12 per cent of last 
year's cash receipts. Qutside the six basic crops, the only 
important products to receive price support are dairy products, 
ahich together account for about 14 per cent of farm cash 
geceipts. In 1953, about 8 per cent of the output of these prod- 
gicts was purchased under the support program. 


PRODUCTION COSTS 


In the early postwar years, farmers’ production expenses rose 
felatively more rapidly than receipts, attaining a peak in 1952 
after gross income had already started to decline. Since 1952, 
aggregate expenses have receded but at a somewhat slower 
pace than gross income. The latter development reflects the 
zendency for prices paid by farmers to be less flexible than the 
prices of commodities sold by the farmer. Total expenses in 
1954 have been estimated at 21.6 billion dollars, 2.5 per cen: 
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less than in 1953 and 7 per cent under 1952 but still 46 per 
cent greater than during the first postwar year. 

The changes in expenditure patterns in recent years, and 
especially since the end of World War II, include some im- 
portant shifts in the structure of farming costs. These may be 
traced in part to the shifting emphasis on certain products but 
also to the changing methods of production. 


In this connection, the most important shift has been the 
increasing use of machinery. The number of tractors on farms, 
for example, has increased by 90 per cent since World War II 
and has gone up almost one third since as recently as 1950. 
There are now more than twice as many grain combines on 
farms as in 1946, more than three times as many corn pickers, 
and 70 per cent more motor trucks. Two-thirds more farms 
have milking machines than at the start of this period. 


Expenditures for new machinery reached a peak in 1951 and 
have declined steadily since then, but such investment is still 
high compared with the earlier postwar years. With the value 
of farmers’ accumulated capital stock (including buildings) at 
an all-time high, depreciation and maintenance outlays have 
continued at the record level of 5 billion dollars reached last 
year. The stability of this item of expenditure, which amounts 
to nearly one fourth of total expenses, helps to account for the 
relative inflexibility of the farmer's expenditures compared 
with his gross income. 

Outlays for fertilizer and lime have also grown rapidly in 
recent years, with 1954 expenditures for these items nearly 
75 per cent greater than in 1946 and more than 25 per cent 
greater than in 1950. Higher prices account for part of the 
increase, but the major portion reflects increases in physical 
consumption, because of far more intensive use of fertilizer 
than in the past. In 1954, spending for this item appears to 
have remained steady, despite slightly lower prices and a 
smaller farm output. 


Although the large-scale adoption of machinery has greatly 
accelerated the substitution of engine power for human power, 
aggregate farm expenditures for wages increased in nearly 
every postwar year. The estimated number of man-hours 
worked on farms has indeed fallen sharply—by about 20 per 
cent since the end of the war—but a major portion of the 
decline appears to have resulted from smaller employment of 
unpaid family workers; employment of hired hands declined by 
only 10 per cent, while the number of family workers fell 
by 20 per cent. Farm wage rates, moreover, are now about 
one-third higher than in 1946, and the total wage bill for 
hired farm labor has increased by one fifth. In 1954, farm 
operators probably spent a slightly smaller amount than last 
year for hired labor, as wage rates dipped about 1 per cent 
and employment of hired help apparently showed little change. 

Outlays for feed during the postwar period appear to have 
responded largely to price changes and cycles of heavy live- 
stock production and slaughter. Feed expenditures reached 
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a high in 1952, when record prices coincided with a large 
inventory of livestock, but declined sharply in 1953 and, along 
with prices, have remained fairly steady in 1954. The general 
shift toward livestock production during the postwar period 
has, of course, contributed to the relatively rapid expansion of 
feed purchases. 

The growth in livestock holdings, along with investments 
in farm machinery and buildings, has also helped boost the 
amount of property taxes paid by farmers. This item of ex- 
pense has increased in each postwar year, rising by about 80 per 
cent since 1946 to well over 1 billion dollars. 


TRENDS IN SECOND DISTRICT AGRICULTURE 


The farm products that are of major importance in this area 
—milk, eggs, and poultry—experienced sharper price declines 
during 1954 than many other agricultural commodities, with 
the result that farm income fell somewhat more in the Second 
District than in the country at large. The average of all prices 
received by farmers in this District in the first nine months of 
1954 fell by 6 per cent from 1953, compared with a 3 per cent 
decline for the United States as a whole; prices of eggs and 
poultry averaged 16 and 14 per cent lower, respectively. 

With over-all marketings about the same as last year, gross 
cash receipts from farm products for the first nine months of 
1954 were also about 6 per cent less than during the corre- 
sponding period a year earlier. Receipts from livestock and 
livestock products were down slightly more than the average, 
while receipts from crops declined by a little less than 6 per 
cent. 

Fluid milk, the District’s most important single farm prod- 
uct, has fared somewhat better than other items, since lower 
prices were partially offset by larger marketings, and gross 
income has fallen only by an estimated 4 per cent in the first 
nine months of this year. The decline in milk prices partly 
reflected the reduction in support prices from 90 to 75 per cent 
of parity last April. More recently, milk prices have risen more 
than seasonally, reaching a level in October that was only 1 per 
cent below a year ago. 

Egg prices, on the other hand, have recently been about 30 
per cent under a year ago and poultry prices more than 20 per 
cent lower. Potatoes, another product of some importance in 
the District, staged a partial price recovery in the third quarter 


’ of this year after a sharp drop in the second half of 1953 and 


early 1954. However, a renewed weakening in prices has devel- 
oped recently since the crop appears to be larger than expected 
earlier, despite some damage from heavy rainfall. 


FARM OUTLOOK 


The prospect for 1955, according to the United States 
Department of Agriculture, is that gross farm income in the 
United States will again decline somewhat, with prices remain- 
ing fairly stable and output slightly lower than in 1954. The 
reduced output appears likely primarily as a result of restricted 


wheat and cotton acreage, with the output of other major crops 
and of livestock and livestock products continuing at about 
the same level as this year. Somewhat lower spending for hired 
labor is anticipated for 1955, and this development, along 
with probable reductions in outlays for depreciation, rent, and 
other items, is expected to lower total production costs. The 
decline seems unlikely to offset all of the drop in gross income, 
however; thus net income may be slightly lower also. 

The lower level of output may well mean that the Federal 
Government will acquire a smaller volume of commodities 
next year, since over-all private domestic demand and exports 
are expected to be at least as large as during 1954. The firm- 
ness of consumption demand at home is predicated upon the 
expectation that general economic activity is likely to continue 
at least at the fairly high levels maintained during 1954, 
although perhaps not regaining the record 1953 levels. Farm 
exports, moreover, may increase next year, according to the 
Department of Agriculture, especially if substantial shipments 
are made under the Government's surplus disposal programs. 

The Agricultural Act of 1954 is expected to have very little 
influence on farm income in 1955, its first year of operation. 
Although price supports for basic crops may be set anywhere 
between 8214 and 90 per cent of parity in 1955, depending 
on supply conditions, it appears that, for all supported com- 
modities except wheat, support prices will be close to the 
maximum. For next year’s wheat crop, the support level has 
already been set at 8214 per cent of parity, the minimum level 
allowed. Tobacco price supports, on the other hand, must 
under the law remain at 90 per cent of parity provided farmers 
agree to the continuation of marketing quotas, and Secretary 
of Agriculture Benson has said that cotton and peanuts prob- 
ably will be supported at 90 per cent of parity and corn at about 
88 per cent. The support level for rice, according to Depart- 
ment of Agriculture spokesmen, is also likely to be set above 
the minimum. 

In 1956, however, price supports under the new act could 
be set as low as 75 per cent of parity if supplies are deemed 
sufficiently large. For the same year, the beginning of a gradual 
transition to the so-called “modernized” parity formula has 
been scheduled. Eventually, this would lower the full parity 
price for cotton by 4 per cent, for corn 11 per cent, for wheat 
15 per cent, and for peanuts 20 per cent; support levels short 
of full parity would be cut correspondingly. Reductions are, 
however, to be limited to 5 per cent in a single year. 

While it is still far too early to say what effects the new 
agricultural program might have after coming into full force, 
the fact that Federal price-support loan and purchase activities 
have been on a large scale this year suggests that adjustments. 
in agriculture still have a considerable distance to go. A high 
level of activity in the economy generally, offering the farmer 
a steady market for his output and providing an outlet for the 
excess labor supply in farming areas, is of course essential in 
making this process of adjustment as smooth a possible. 
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Sales at Second District department stores, on a seasonally 
adjusted, daily-average basis, declined 2 per cent in November 
but were 1 per cent higher than November a year ago, ac- 
cording to preliminary estimates. This November's sales index 
of 103 thus nearly matched the all-time high of 104 for the 
month recorded in November 1951. 

This year’s fall shopping season thus far (August through 
November) has shown seasonally adjusted, daily-average sales 
2 per cent higher than in the comparable period of 1953 and 
approximately equal to the sales peak for these four months 
that occurred in 1950. For the year to date, Second District 
department store sales are 1 per cent higher than in the first 
eleven months of 1953. 


Retam SALES AND DEPARTMENT STORE SALES 


Department stores represent a significant segment of total 
retail trade, but their sales, particularly since World War II, 
have not kept pace with those of other kinds of retail business. 
Estimated total sales (on a seasonally adjusted basis) at retail 
stores throughout the country rose from 6.5 billion dollars 
in August 1945 to 14.2 billion in September 1954, a gain 
of 120 per cent. In the same period, department store sales 
increased from about 530 million dollars to 850 million, 
or but 60 per cent. This contrast in growth rates of depart- 
ment store sales and of total retail sales measures in part 
the marked extent to which, in the postwar period, con- 
sumers have chosen to spend increasing proportions of their 
high and rising incomes at retail outlets other than department 
stores, and in part a rapid growth in sales of goods (such as 
building materials) that reflect consumer spending only in- 
directly, if at all. 

Increases since the end of the war have, of course, been 
especially large in retail sales of automobiles and other goods 
that were unavailable during the war and that are sold only 
to a limited extent, or not at all, by department stores. 
Similarly, the accumulated need for housing, which had its 
origin not only in the war period but even before, has led to 
large increases in retail sales of lumber and other building 
materials. In view of these accumulated demands, which have 
affected largely the volume of saies of retail outlets other than 
department stores and their direct competitors, it is not sur- 
prising that the growth in sales of department and other stores, 
a major part of whose business is in “soft goods”, should 
have been considerably less than in total retail sales. 


Sales of other retail outlets that handle department-store- 
type merchandise (apparel stores, furniture and appliance 
stores, drug and liquor stores, variety stores, etc.) rose some- 
what more percentagewise (from 2.5 billion dollars to 4.3 
billion, or 73 per cent) between August 1945 and September 
1954 than did sales of department stores, but much less than 
che 120 per cent increase recorded for total retail sales. The 


major part of the increase in sales thus accrued to retail outlets 
handling goods not customarily stocked by department stores. 
Estimated sales of these “all other” outlets rose from 3.5 bil- 
lion dollars to 9.1 billion, or 162 per cent, between August 
1945 and September 1954. 

The comparative postwar growth in the volume of business 
done by department stores, other stores handling department- 
store-type merchandise, and “all other” retail outlets is in- 
dicated in the accompanying table, which shows the propor- 
tion of total retail sales accruing to each of these groups of 
stores. As these data indicate, department stores have been 
accounting for a gradually declining share of total retail pur- 
chases in the postwar years, their portion having edged con- 
tinuously downward from 8 per cent in 1946 to 6 per cent 
in 1953. Other stores selling department-store-type merchan- 
dise had a somewhat more favorable sales experience, but they 
also lost ground relative to total retail sales. The third, “all 
other” group of retail outlets, which includes automobile sales 
agencies, lumber and building materials dealers, gasoline serv- 
ice stations, hatdware stores, food markets, and eating and 
drinking places, made striking sales gains. Their proportion of 
total retail sales rose quite steadily, from 56 per cent in 1946 
to 63 per cent in 1953. 

The competitive position of department stores in relation 
to other stores carrying the same types of merchandise has 
been affected to some extent in recent years by shifts of popula- 
tion away from “downtown” and toward suburban areas. To 
meet these shifts, department stores have established suburban 
branches, and improved their telephone order and mail order 
facilities. In spite of these and other efforts by depart- 
ment stores, however, sales of other retail stores handling 
department-store-type merchandise have expanded at a faster 
rate than department store sales. 

There have been marked variations in the sales experience 
of the various kinds of stores in this group, however. Furniture 
and appliance stores have made by far the best showing for 
the postwar period as a whole. Since the sharp upsurge in 
consumer purchases of durable household goods in the years 


Postwar Distribution of Retail Sales 
(In percentages of total retail sales) 


Other stores sell- 
Department epartmen All other 
Tee stores ma retail salest 
* 
8.0 36.2 55.8 
ese 7.4 34.6 58.0 
7.2 33.8 59.0 
6.8 32.3 60.9 
6.5 31.3 62.2 
6.4 32.1 61.5 
6.3 32.2 61.5 
6.1 30.6 63.3 
© Agpagel stores, ond appliance stoves, drug and steven, variety 
camera 
Auto food store lumber, building materials, and hardware and 
‘ae of eating and establishments and of gasoline 
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immediately following the war, the sales gains of these stores 
have corresponded closely with those of all retail stores. The 
sharp rise in residential construction in the postwar period 
greatly stimulated the demand for homefurnishings and home 
appliances and must, in considerable part, have been respon- 
sible for these stores’ relatively favorable performance. 

In contrast, sales of specialty stores handling nondurable 
department-store-type merchandise have not increased nearly 
so much. The sales experience of apparel stores, for example, 
has not been so good as that of department stores. And other 
stores handling department-store-type goods, such as variety 
and other general merchandise stores and drug stores, have 
had a sales experience not substantially better than department 
stores, 


The marked shift in consumer expenditures to other types 
of merchandise apparently reflected not only accumulated 
backlogs of demand, but also the high and rising postwar 
levels of disposable personal income. Consumer spending for 
automobiles and auto accessories, for example, and for the 
ingredients of more and better housing (lumber, building 
materials, hardware) rose sharply. Demand for nondurable 
nondepartment-store-type products also increased substantially. 
Part of this increase was “derived” from the increase in durable 
goods sales (a sharp increase in gasoline and oil sales accom- 
panied the rise in auto sales), but a larger part appears to have 
been a direct reflection of high and rising levels of consumer 
income. Thus retail food store sales, for example, grew sub- 
stantially. 

By way of contrast, eating and drinking establishments have 
received a substantially smaller, rather than larger, proportion 
of consumer incomes in recent years. Consumers now spend 
far more on food and beverages than in earlier postwar years, 
but to a much greater extent than formerly they seem to do 
their eating and drinking at home. 

Although the divergence in the growth rates of department 
store sales and other retail sales has been especially pronounced 
in the postwar period, it has been in evidence since 1935 
(when monthly data on total retail sales first became available). 
Thus the historical record, as well as more recent evidence, 
suggests that department-store-sales movements cannot be 
taken as accurate indicators of movements in total retail sales. 


Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 


(1947-49 average—100 per cent) 

1954 1953 
Item 

Oct. Sept. Aug. Oct. 
‘average daily). unadjusted......... 110 106 80 lllr 
ses fe ‘average daily), seasonally adjusted..| 105 102 105 106r 
Stocks, 130 120 lll 132r 
seasonally adjusted.............. 116 115 115 118 


Yet department-store-sales data have achieved wide usage, 
and considerable status, as business indicators. 

One reason for this is that department-store-sales data have 
been collected and published by the Federal Reserve System 
since 1919, while the Department of Commerce monthly series 
on total retail sales dates back only to 1935. From 1919 to 1935, 
then, department store sales were the best available measure of 
retail trade, and the habit of using them has to some extent 
“carried over” into more recent times. 

Second, department-store-sales data are available more 
quickly; monthly figures are published somewhat earlier than 
are monthly data on total retail sales, and weekly sales data are 
also available for department store sales but not for total re- 
tail sales. 

Finally, and of greatest importance for some purposes, 
department-store-sales data are compiled and published on a 
regional (Federal Reserve District) basis, and for a large 
number of metropolitan areas, cities, and localities within 
Federal Reserve Districts as well. Data on total retail sales are 
not available in any such detail. Consequently, at the regional 
and locality levels, department-store-trade statistics are still one 
of the few regularly available, if not the only, indicators of 
retail trade activity. 

Although department-store-sales data are not adequate in- 
dicators of developments in total retail sales, their advantages 
of earlier availability and availability on regional and locality 
bases are good reasons for their continued use as business in- 
dicators. Such use is entirely appropriate, provided the users 
keep the fundamental limitations of the data clearly in mind. 
The data reflect only changes in one segment of total retail 


Department and my Second 
District, Percentage Change from the Preceding Y 
Net sales Stocks 
Jan. through|Feb. through 
Oct. Oct. 1954 | Oct. 1954" | 1954 
Department stores, Second District.........] — 5 0 0 -2 
New York—Northeastern New Jersey 
M -5 0 +1 -2 
-6 0 -3 
+4 +4 +2 
—8 =5 -4 
—10 -7 —6 
Lower Hudson River Valley............. -1 +2 +2 +1 
-3 +1 +1 +3 
Upper Hudson River Valley............. -3 -6 
etropolitan = =f 
-3 -2 -3 
Central New York State................ -3 -2 >?) -1 
Metropolitan Area........ -4 -4 —4 0 
Northern New York State............... -7 -6 0 
Southern New York State............... —4 -2 -2 -3 
Metropolitan Area........ = = 
Western New York State................| —5 -1 -1 0 
Ares. -7 -3 -3 
Niagara -3 +2 +3 
Rochester Metropolitan Area.......... -2 +3 +6 
Apparel stores (chiefly New York City)... .. -3 +1 +2 -2 
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trade, a segment that has been declining gradually in impor- 
tance for a considerable period. They do, however, represent 
fairly well the changes in sales of the broad range of merchan- 
dise carried by department stores, even though in the aggregate 
such stores have not quite kept pace with other outlets for 


those types of goods in recent years. Department store sales 
therefore represent a major, and one of the more stable, seg- 
ments of total retail trade, and hence do not increase so much 
as the more volatile elements in periods of expansion, or 
decline so much in periods of recession. 


SELECTED ECONOMIC INDICATORS 
United States and Second Federal Reserve District 


Percentage change 
Unit 1954 1953 
Latest month|Latest month 
October September August October month oa 
UNITED STATES 
Production and trade : 
Industrial production*................ 1947-49 100 125p 123 132 t 1 - 5 
Electric power output*.............. psetebndsweneesnesen 1947-49 = 100 174 172 176 160 1 + 9 
Ton-miles of railway freight*....... 1947-49 = 100 _ 89 98 # -ill 
Manufacturers’ sales*...... illions 23.7p 23.5 25.0 +1 - 7 
Man billions of $ .6p 43.9 47.0 -1 7 
Menuinctarers’ new billions of $ 3-8 3.2 ti 
Manu! new orders, durable goods*.............. ons 
billions of $ 14.2p 14.2 14.0 1 
Residential construction contracts*...............0eeeee0e 1947-49 = 100 264p 253 244 183 +4 44 
Nonresiden’ construction 1947-49 = 100 233p 217 202 262 +7 - ill 
Beale commodity p BENE occcccccccccccecessceccsecececes 1947-49 = 100 90.5 90.8 91.2 86.4 # + 65 
Wholesale 000606 1947-49= 100 109.7p 110.0 110.5 110.2 # 
«++] 1947-49= 100 114.5 114.7 115.0 115.4 # - 1 
i 287 .4p 285.4 287.8 +1 
_— 259p 257 252 +1 + 3 
48,180p 055p 47,944 49,711 # - 3 
15, 868p 15,793p 15,732 17,125 # - 7 
39.9p 7 39.7 40. +1 - 1 
2,741 3,099 3,245 1,162 -12 _ 
g 86 ,300p 83, 83, 76,850 4 + 12 
BS 67 ,790p 67,120 : 1 1 
103, 140p 101, 200p 99 ,400p 100, 280 2 3 
Curren le the millions of $ 29,957 29,931 29,986 30,245 - 1 
Bank debits (338 millions of $ 60,118 , 546r 63,575 60 ,934 -4 - 1 
Velocity of demand deposits (338 centers)*............+.+- 1947-49 = 100 116.3p 119.4 123.1 115.0 -3 + 1 
Consumer instalmen millions of $ , 340 21,310 21,486 # 
United States i 
vee 2,617 5,280 5,376 2,949r —50 - ill 
coos $ 5,095 5,364 7,788 5,748r - 5 - 
National defense expenditures $ 3,343 3,297 3,761 4,111 +1 - 19 
SECOND FEDERAL RESERVE DISTRICT 
output (New York and New Jersey)* 136 136 137 136r # . 
Residen' phe 158p 159 128 -1 + 17 
Nonresidential = 208p 188 220 +11 - 16 
rices (New York 112.6 112.7 113.0 113.3 - 1 
tural em: 7,426.1p 7,435.7 7,629.1r # - 3 
Man em — 2,545.1p 2,576.0 -1 - 8 
Bank debits w York City)* 58,210 57,317 67 ,030 ,616 +2 + 9 
Bank debits te (Becond District excluding New York City)* peewee millions of $ ¥ 4,278 4,177 4,295 -7 - 7 
Velocity of demand deposits (New York City)*............... 1947-49 = 100 54.6 150.4 176.3 140.8 +3 + 10 
Note: Latest data available as of noon, Tuesday, November 30, 1954. 
a a # Change of less than 0.5 oat cent. 
4 Unemployment figures for October 1953 are on tho of therefore, not 
necessarily compapabie. with the figures hewn for 1954 which are new sample 


variation. 
t Seasonal variations believed to be minor; no adjustment made. 


aan A description of these series and their sources is available from the Domestic Research Division, Federal Reserve Bank of New York, on request. 
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NATIONAL SUMMARY OF BUSINESS CONDITIONS 
(Summarized by the Board of Governors of the Federal Reserve System, December 31, 1953) 


Industrial production continued to decline moderately in 
November, while construction activity and retail sales strength- 
ened somewhat further. For the first time since last February 
consumer prices declined. Wholesale prices of industrial com- 
modities decreased slightly in December, while farm products 
recovered from the November dip as hog prices rose sharply. 


INDUSTRIAL PRODUCTION 


The Board's revised index of industrial production declined 
in November to a seasonally adjusted level of 130 per cent of 
the 1947-49 average. This compares with 132 in October and 
the record 137 reached last May and again in July. In 
November a year ago the index was 133. 

Output of durable manufactures in November, as measured 
by the revised seasonally adjusted index, was 147 per cent of 
the 1947-49 average, down 6 per cent from the exceptionally 
high rate reached earlier this year. Moderate further declines 
from October to November among metal-fabricating industries 
reflected mainly decreases in consumer goods. There was a 
sharp drop in auto output in November, associated in large 
part with model change-overs. With demands from consuming 
industries declining, output of primary metals decreased fur- 
ther in November to a level 10 per cent below the peak rates 
of last spring. Steel output continued to decline in December 
to about 80 per cent of rated capacity as compared with 90 in 
November. 

The revised seasonally adjusted nondurable manufactures 
index in November showed a slight further decline to 116, 
which is 5 per cent below the record May level. The Novem- 
ber decline reflected mainly further reductions at textile and 
apparel factories, where curtailments since last spring have been 
marked. Output of rubber and leather products showed little 
further change at levels considerably below the spring high. 


CONSTRUCTION CONTRACTS AWARDED 


Millions of Dellers 
1 
TOTAL 
PRIVATE 
1000 
500 
PRIVATE 
RESIDENTIAL 
500 
PRIVATE 
NONRESIDENTIAL 
1949 «61950 1949 1950-1951 1952 1953 


F. W. Dodge Corporation data for 37 Eastern States. Monthly figures, latest 
shown are for November. 


Activity in the paper, chemicals, and petroleum refining indus- 
tries was also steady and at rates only slightly below earlier 
peaks. 

A slight further decline in the revised minerals index to 113, 
from 114 in October and 120 in midsummer, reflected mainly 
declines in coal mining—associated in part with output curtail- 
ments in steel and some other heavy consuming industries. 
Crude petroleum production and output at metal mines have 
also been reduced in recent months, while production of stone 
and earth minerals has continued at advanced rates. 


CONSTRUCTION 

Dollar volume of construction work put in place, seasonally 
adjusted, increased slightly further in November and was not 
far below the early spring peak. The number of housing units 
started in November, at 80,000, was down less than seasonally 
from October and was not far below the relatively large num- 
ber started in November 1952 (86,000). Value of contracts 
awarded for nonresidential construction declined substantially 
in November from the close-to-record October level. 


EMPLOYMENT 

Seasonally adjusted employment in nonagricultural establish- 
ments declined 400,000 in November to 48.7 million, about 
the same as in November 1952 and almost 800,000 below the 
midyear peak. Unemployment increased nearly 300,000 in 
early November to 1.4 million, the same as a year earlier. 
Claims for unemployment benefits increased further in Decem- 
ber and were considerably more numerous than last year. 


DISTRIBUTION 


Department store sales in November and the pre-Christmas 
weeks of December compared favorably with last year’s high 


EMPLOYMENT IN NONAGRICULTURAL ESTABLISHMENTS 


Seasonally Adjusted, Millions of Persons 
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NONMANUFACTURING 4 30 
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Bureau of Labor Statistics data adjusted for seasonal variation by Federal 
Reserve. Proprietors, self-employed persons, and domestic servants are 
not included. Midmonth figures, latest shown are for November. 


| 


level. Seasonally adjusted sales in most other retail lines also 
strengthened in November, with new and used car sales vol- 
ume remaining unusually large. Total retail sales in the first 
eleven months of 1953 were about 5 per cent above the com- 
parable period of 1952. Seasonally adjusted stocks held by 
department stores at the end of November are estimated to 
have continued at about the level of the preceding two months. 


COMMODITY PRICES 


The average level of wholesale commodity prices in Decem- 
ber was somewhat higher than in mid-November, owing 
chiefly to sharp increases in prices of hogs and pork. Hog 
marketings, which had expanded in October—earlier than 
usual for the season—dropped to unusually low levels in late 
November and December. Prices of some other foodstuffs also 
advanced. Average prices of industrial commodities decreased 
slightly, as prices of scrap metals, hides, fuel oil, and gasoline 
declined. 

Consumer prices declined 0.3 per cent in November, the 
first decrease since last February. Rents and various services 
continued to rise, but there were decreases in prices of foods 
and used cars. Average retail food prices probably changed 
little in December. 


PRICES AND TRADE 


Per Cent, 1947-49100 
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Seasonal. justed series except for prices. Price indexes compiled by Bureau 
of ees Statistics. Total kn and disposable sonal income, 
‘ederal Reserve indexes based on Department of Commerce data. 


Department store trade, Federal Reserve indexes. Monthly figures, latest 
shown are for Novem 
stocks (October 31). 
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BANK CREDIT AND RESERVES 


Total loans and investments at banks in leading cities 
increased somewhat during the first three weeks of December. 
Bank holdings of corporate and municipal securities and loans 
for purchasing and carrying securities increased. Commercial, 
industrial, and agricultural loans showed only a moderate rise 
for this season of the year. Holdings of U. S. Government 
securities were little changed. 

Bank reserve positions between late November and late 
December tended to be somewhat tighter than in other recent 
months. On average, however, member bank excess reserves 
exceeded borrowings at the Federal Reserve. System purchases 
of U. S. Government securities, both outright and under 
repurchase agreements, and Federal Reserve Bank float sup- 
plied a substantial volume of reserves to banks. These funds 
were absorbed in part through a pre-Christmas outflow of 
currency into circulation, by increases in required reserves, and 
at times by increases in the Treasury balance at the Federal 
Reserve. 

SECURITY MARKETS 

Yields on longer-term Treasury securities declined sharply 
during December, and yields on other high-grade bonds 
declined slightly. Reflecting seasonal influences in the money 
market, Treasury bill yields increased somewhat in the first 
half of December and declined later in the month. 
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NATIONAL SUMMARY OF BUSINESS CONDITIONS 
(Summarized by the Board of Governors of the Federal Reserve System, February 1, 1954) 


Industrial production and employment declined moderately 
further in December, while construction activity was main- 
tained at earlier advanced levels, Retail sales were not far from 
the high levels of last November and a year ago. Consumer 
prices in December declined slightly further. In January, aver- 
age prices of industrial materials continued to decline somewhat 
while prices of farm products, notably hogs, advanced further. 


INDUSTRIAL PRODUCTION 

The Board's seasonally adjusted index of industrial produc- 
tion declined further in December, reflecting mainly greater- 
than-seasonal declines in the primary metal, electrical machin- 
ery, and textile industries. The preliminary figure for December 
is 127 per cent of the 1947-49 average as compared with a 
final figure for November of 129—levels slightly lower than 
indicated by the data available earlier. Output at the end of 
1953 was 7 per cent below the peak reached in May and July, 
but for the year as a whole was 8 per cent above 1952. A 
slight further decline is indicated for January. 

Steel mill operations declined more than the usual seasonal 
amount in December and did not show the usual seasonal 
expansion in January. At the month end, output was still at 
a rate of about 75 per cent of an expanded annual capacity of 
124 million tons. With major model change-overs completed, 
auto output in January has risen somewhat from the reduced 
level of November and December. Output at several impor- 
tant plants has been limited, however, owing to dealers’ large 
stocks. Production of household goods, notably television, 
declined further in December, and inventories were apparently 
reduced further. Over-all activity in producers’ and military 
equipment industries was also cut back somewhat further in 
December. Truck output increased somewhat, but freight car 
output continued to decline. 
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Output of nondurable manufactures declined a little fur- 
ther in December. In addition to further curtailment at textile 
mills, output of paperboard and some other paper products 
was reduced from near-record levels. Paperboard production 
showed little further change in early January. Output of chemi- 
cal and petroleum products continued at very high levels in 
December. 

Total minerals production was maintained in December at 
a level about 7 per cent below earlier highs, with metal and 
bituminous coal mining showing only small further declines. 
In January, output of bituminous coal held steady. 

CONSTRUCTION 

New construction activity, seasonally adjusted, was main- 
tained at a high level in December, and for the year was the 
largest on record in terms of both dollar amount and physical 
volume. The number of housing units started declined less 
than seasonally in December and was slightly smaller than a 
year earlier. During 1953, 1.1 million units were started, about 
the same as in 1952. Value of contracts awarded for non- 
residential construction decreased somewhat further in Decem- 
ber, as awards for private buildings dropped. For the entire 
year, nonresidential contruction awards were 8 per cent larger 
than in 1952. 

EMPLOYMENT 

Seasonally adjusted employment at nonfarm establishments 
declined further in December to 48.5 million, a half million 
less than a year earlier. The decline from November occurred 
mainly in durable goods manufacturing industries. The aver- 
age work week at factories failed to show a seasonal increase 
in December and, at 40.1 hours, was below a year earlier. 
Average hourly earnings continued at $1.79, 3 per cent above 
a year earlier, but average weekly earnings, at $71.78, reflecting 
the decline in the work week, were slightly below a year ago. 
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Unemployment rose somewhat more than seasonally in early 
January. At 2.4 million, the number of unemployed was 
500,000 more than in early December and about double the 
very low October level. 


DISTRIBUTION 

Seasonally adjusted sales at department stores declined 
slightly in the first half of January and were at about the 
year-ago level. Total retail sales in December, after seasonal 
adjustment, were slightly below their November level, reflect- 
ing mainly reductions from earlier highs in new and used car 
sales. For 1953 as a whole, value of retail sales was 4 per cent 
larger than in 1952. Seasonally adjusted stocks held by depart- 
ment stores are estimated to have been reduced further in 
December and at the end of the month were about 3 per cent 
above a year ago. 

COMMODITY PRICES 

The average level of wholesale commodity prices advanced 
slightly further in January, reflecting chiefly further increases 
in prices of farm products and foods to about the year-ago 
level. Prices of hogs rose further as marketings continued 
at about the reduced December volume. Coffee prices rose, 
reflecting tightening world supplies, and in late January were 
one-third above a year earlier. Average prices of industrial 
materials decreased somewhat. Scrap metals generally declined 
and, after midmonth, prices of refined lead and zinc were 
reduced. Hides also declined, but raw cotton increased some- 
what and fuel oils advanced. List prices of finished goods were 
generally unchanged. 

Consumer prices declined slightly further from mid- 
November to mid-December. Foods rose and rents and serv- 
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ices continued to advance, but prices of fuel oils and used 
cars declined and new 1953 model cars were offered at sub- 
stantial discounts. 

BANK CREDIT AND RESERVES 

Total loans at banks in leading cities, which had increased 
in December, declined sharply in the first three weeks of 
January. Business loans were reduced by almost %4 billion 
dollars, reflecting in part the usual end-of-year adjustments. 
Loans for purchasing and carrying securities also declined. 
Holdings of U. S. Government and other securities, however, 
increased slightly. Interest rates charged on short-term busi- 
ness loans made during the first fifteen days of December by 
banks in selected cities averaged 3.76 per cent, about the same 
as in the previous quarter. 

A substantial volume of reserves became available to banks 
during the first three weeks of January, largely through the 
post-holiday currency inflow, a reduction in Treasury balances 
with the Reserve Banks, and temporary Treasury borrowing 
from the Federal Reserve. Only part of these funds were 
absorbed by reductions in System holdings of U. S. Government 
securities. Over the period, excess reserves of member banks 
averaged almost 1 billion dollars, while member bank borrow- 
ings at the Federal Reserve averaged about 100 million. 


SECURITY MARKETS 
Yields on Treasury securities moved sharply lower during 
the first three weeks of the year. The market rate on 90-day 
Treasury bills dropped to about 1.2 per cent from a year-end 
rate of 1.4 per cent. High-grade corporate bond yields also 
continued to decline. Common stock prices rose further, 
reaching their highest level since March 1953. — 
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